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I t  is a grea t  p l e a s u r e  t o  be h e r e  w i t h  you today t o  d i s c u s s  

t h e  s t a t e  o f  F i n a n c i a l  Management i n  the F e d e r a l  G o v e r n m e n t  a n d  

w h a t  l i e s  a h e a d  b e t w e e n  now a n d  t h e  e n d  of t h i s  c e n t u r y .  W h i l e  

h e r e  a t  the Comptroller‘s s ~ h o o l ,  you w i l l  be  d i s c u s s i n g  atid d c a l -  

i n g  w i t h  t h e  i s s u e s  f a c i n g  u s  a l l  t o d a y  a n d  h o p e f u l l y  w i l l  be 

l e a v i n g  w i t h  a d e e p e r  u n d e r s t a n d i n g  of t h e  t a s k  t h a t  l i e s  a h e a d  i f  

w e  a r e  t o  be s u c c e s s f u l  i n  i m p r o v i n g  t h e  o p e r a t i o n s  of a F e d e r a l  

Governmen t  t h a t  is becoming  i n c r e a s i n g l y  more complex. 

T o d a y ,  I wou ld  l i k e  t o  s h a r e  my v i e w s  w i t h  you  o n  o u r  role as 

m a n a g e r s  a n d  w h a t  we c a n  do t o  improve f i n a n c i a l  management  i n  t h e  

g o v e r n m e n t .  W e  i n  t h e  G e n e r a l  A c c o u n t i n g  O f f i c e ,  as  w e l l  a s  inany 

O E  you, h a v e  b e e n  i n v o l v e d  i n  a number of e f f o r t s  i n v o l v i n g  e v e r y  

aspect  of g o v e r n m e n t  f i n a n c i a l  m a n a g e m e n t - - b u d g e t a r y  p r o c e s s e s ,  

a c c o u n t i n g  s y s t e m s ,  f i n a n c i a l  r e p o r t i n g ,  a u d i t i n g ,  a n d  k e e p i n g  

abreast  o f  t h e  computer e x p l o s i o n  t h a t  i s  a f f e c t i n g  e a c h  o f  t h e s e .  
J 

I b e l i e v e  t h a t  e v e n  inore a t t e n t i o n  t o  t h e  problems i n  each o f  

t h e s e  areas is  u r g e n t l y  n e e d e d  i n  o r d e r  t o  b e  r e s p o n s i v e  t o  t h e  

p u b l i c ’ s  c r y  for g r e a t e r  a c c o u n t a b i l i t y ,  a c r y  w h i c h  was c l e a r l y  

e v i d e n c e d  by P r o p o s i t i o n  1 3 .  A s  you are aware, m o r e  t h a n  ever 

b e f o r e ,  c i t i z e n s  a n d  p u b l i c  o f f i c i a l s  a r e  a s k i n g  q u e s t i o n s  about  

f i n a n c i a l  management a n d  a b o u t  t h e  a d e q u a c y  of cont ro l  over gov- 

e r n m e n t a l  o p e r a t i o n s .  They  h a v e  a r i g h t  to  b e  c o n c e r n e d ,  T h e i r  

q u e s t i o n s  r e l a t e  d i r e c t l y  t o  t h e  c a p a b i l i t y  of p u b l i c  o f f i c i a l s  to  

d i s c h a r g e  t h e i r  r e s p o n s i b i l i t y  t o  t h e  g o v e r n m e n t ’ s  s t o c k h o l d e r s - -  
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t h e  t a x p a y e r s .  W i t h  t h e  n a t i o n a l  d e b t  o v e r  one  t r i l l i o n  d o l l a r s  

and t h e  a n n u a l  i n t e r e s t  o n  t h a t  d e b t  now a b o u t  100  b i l l i o n  d o l -  

l a r s ,  and the  l i k e l i h o o d  t h a t  i t  w i l l  grow e v e n  more, t h e r e  w i l l  

b e  n o  d e c r e a s e  i n  t h e  demand f o r  e f f i c i e n t  management of 

government  resources.  

Given t h e  s i z e  and c o m p l e x i t y  of t h e  Depar tmen t  of D e f e n s e ,  

t h i s  is a s i g n i f i c a n t  unde r t ak ing - -one  w h i c h  w i l l  impac t  on a l l  oE 

u s  h e r e  t o d a y .  U n f o r t u n a t e l y ,  a number of e v e n t s  d i s c l o s e d  by t h e  

news media d u r i n g  t h e  p a s t  s e v e r a l  months make t h a t  u n d e r t a k i n g  

e v e n  more d i f f i c u l t .  The r e c e n t  d i s c l o s u r e s  t h a t  l a s t  y e a r  t h e  

A i r  Force p a i d  $17 .59  f o r  a b o l t  t h a t  cos t  67 c e n t s  i n  1980 and 

that t h e  Navy p a i d  $ 1 1 0  f o r  a p a r t  t h a t  was a v a i l a b l e  froin gove rn -  

m e n t  s tock  for 4 c e n t s  have caused the p u b l i c  t o  i n c r e a s e  i ts de- 

mand for  e l i m i n a t i n g  f r a u d ,  waste, and  abuse i n  government  o p e r a -  

t i o n s .  Moreover ,  t h e  p u b l i c  is  becoming more aware of t h e  f u t u r e  

cos t s  of programs and F e d e r a l  a c t i v i t i e s - - s u c h  a s  loan g u a r a n t e e s  

and h e a l t h ,  s a f e t y ,  and e n v i r o n m e n t a l  r e g u l a t i o n s .  T h i s  c o n c e r n  

equates t o  a p u b l i c  c h a l l e n g e  t o  d isc lose ,  i n  u n d e r s t a n d a b l e  

terms, how well government  opera t ions  a re  b e i n g  carr ied o u t ,  

Today,  I would l i k e  t o  d i s c u s s  how w e  can a d d r e s s  this c h a l l e n g e  

d u r i n g  t h e  r e s t  o f  this d e c a d e  and i n t o  t h e  1990's. 

The f i r s t  process o c c u r r i n g  i.n t h e  gove rnmen t  f i n a n c i a l  man- 

agement c y c l e ,  a n d  one  w h e r e  improvcincnts  are  c r i t i c a l ,  is t h e  

b u d g e t a r y  p r o c e s s .  I n  1 9 6 6 ,  we had a b u d g e t  of a b o u t  1 2 5  b i l l i o n  

d o l l a r s .  Today,  t h e  budge t  is a b o u t  750 b i l l i o n  do l l a r s  w i t h  over  



5,000 prograins and activities. Considering the proliferation of 

programs--particularly within the last 15 years--no wonder the 

planning and budgeting process is in such severe difficulty. 

At the federal level, the budget process has become extremely 

complicated and cumbersome. It i.s beset with severe timing prob- 

lems, duplication, and an alarming increase in the use of continu- 

ing resolutions to finance government operations in the absence oC 

appropriations. Also, and even more disheartening, are the delays 

in funding decisions such as those receiving media coverage which 

threatened to interrupt and halt government operations. 

Currently, the budget= process requires 13 appropriation bills 

to be passed each year t o  fund Federal Government operations. 

When any of these bills does not pass ,  various government agencies 

operate on continuing resolutions--essentially, permission to con- 

tinue spending at the prior y e a r ' s  spending levels. However,  even 

these r e s o l u t i o n s  may not be passed ,  and even i f  passed,  they arc 

not an efEicient way to run a country. For example, if the new 

fiscal year appropriation was to be higher or lower, spending at 

the previous year's level distorts what the Congress intends. 

A l s o ,  Congress h a s  been d e l a y i n g  voting on more and inore funding 

decisions--either appropriation bills or continuing resolutions-- 

until agencies are threatened with shutdowns or, as happened re- 

cently, until after some agencies actually do shut down. These 

delays not only affect the effective and efficient operation of 

government programs, but also the financial markets and the 

! 

economic stability of the country. 
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1 b e l i e v e  you w o u l d  acjree t h a t  i t  is c l e a r l y  time f o r  t h e  

federa l  budge t  p r o c e s s  t o  b e  o v e r h a u l e d .  S u c h  a n  e f f o r t  requires 

t h e  c rea t ion  of a h i g h - l e v e l  s t u d y  g r o u p  or commission t o  a c t  as  a 

c a t a l y s t  f o r  t h e s e  b a d l y  needed c h a n g e s .  The b u d g e t  p r o c e s s  was 

l a s t  e x a i n i n e d  co inp rehcns ive ly  i n  1 9 6 7 .  

Congres s  is  w e l l  aware of t h e  s t a t e  of a f f a i r s  and h a s  con- 

sidered c? n u m b e r  oE c h a n g e s  to  the p r o c e s s .  F o r  example ,  one oE 

t h e  major p r o v i s i o n s  of t h e  p roposed  Budget  Reform A c t  of 1982 ,  

i n v o l v e d  t h e  e s t a b l i s h m e n t  o f  a 2 -yea r  b u d g e t  c y c l e .  I n  a d d i t i o n ,  

t h e  b i l l  p roposed  c h a n g e s  t o  s t reaml ine  t h e  b u d g e t  p r o c e s s ,  p ro -  

v i d e  a d d i t i o n a l  time f o r  o v e r s i g h t  and other l e g i s l a t i v e  a c t i v i -  

t i e s ,  and p r o v i d e  s t a b i l i t y  and  c o h e r e n c e  f o r  t h o s e  r e c e i v i n g  

f e d e r a l  f u n d s ,  

By t h e m s e l v e s ,  p roposed  c h a n g e s  to  t h e  f e d e r a l  b u d g e t a r y  p ro -  

cess c a n  s o l v e  o n l y  some of t h e  p r o b l e m s  i n  f e d e r a l  f i n a n c i a l  man- 

agement .  The o t h e r  f i n a n c i a l  management p r o c e s s e s  and  s y s t e m s  

t h a t  s u p p o r t  f e d e r a l  po l i cymak ing- -accoun t ing  and  f i n a n c i a l  re- 

p o r t i n g  i n  pa r t i cu la r - - a l so  need t o  be s t r e n g t h e n e d  and  i n t e g r a t e d  

w i t h  t h e  b u d g e t a r y  process t o  meet the n e e d s  of C o n g r e s s  and the 

e x e c u t i v e  b r a n c h .  

C u r r e n t l y ,  d e c i s i o n m a k e r s  i n  b o t h  t h e  e x e c u t i v e  b r a n c h  and 

t h e  Congres s  have  t o . c o p e  w i t h  s e p a r a t e  and sometimes u n c o o r d i -  

n a t e d  b u d g e t i n g  a n d  a c c o u n t i n g  s y s t e m s .  T h e s e  s y s t e m s  need t o  be 

i n t e g r a t e d .  one problem w i t h  n o n i n t e g r a t e d  s y s t e m s  is  t h e  i n a b i l -  

i t y  t o  t i e  e x p e n d i t u r e s  t o  s p e c i f i c  areas of prograin or  b u d g e t a r y  
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c o n c e r n .  B u d g e t s  u s u a l l y  add res s  s i g n i f i c a n t  areas of c o n c e r n  

s u c h  a s  m i l i t a r y  r e a d i n e s s .  O f t e n t i m e s ,  t h e  f ede ra l  a c c o u n t i n g  

systems a r e  d e s i g n e d  t o  t r a c k  e x p e n d i t u r e s  by some o t h e r  s t r u c t u r e  

t h a n  t h a t  i n  the b u d g e t .  T h e  r e s u l t  is t h e  i n a b i l i t y  t o  d i r e c t l y  

r e l a t e  f u n d s  e x p e n d e d  to t h e  b u d g e t  t h e r e b y  p r e v e n t i n g  a s s u r a n c e  

t h a t  f u n d s  a r e  e x p e n d e d  a s  p l a n n e d .  

An e x c e l l e n t  example oE t h i s  i n a b i l i t y  is c o n t a i n e d  i n  a rc- 

c e n t  GAO r epor t  o n  how t h e  $ 7 2  b i l l i o n  i n c r e a s e  b e t w e e n  t h e  E i sca l  

1980 a n d  1 9 8 2  D e p a r t m e n t  o f  D e f e n s e  b u d g e t s  was spent .  One of t h e  

s p e c i f i c  r e a s o n s  t h e  P r e s i d e n t  r e q u e s t e d  a n d  t h e  C o n g r e s s  approved 

t h e  l a r g e  i n c r e a s e  was t o  improve m i l i t a r y  r e a d i n e s s .  We e x a m i n e d  

t h e  u s e  of t h e  r e a d i n e s s  f u n d s  a t  selected m i l i t a r y  bases a n d  

f o u n d  some o f  t h e  f u n d s  were u s e d  to  b u y  a c h a i n  l i n k  f e n c e  a n d  to  

b u i l d  a new g a t e  h o u s e ,  a v i s i t o r s  c e n t e r ,  a n d  a p a r k i n g  area.  

O b v i o u s l y ,  t h e  r e l a t i o n s h i p  b e t w e e n  t h e s e  e x p e n d i t u r e s  a n d  

m i l i t a r y  r e a d i n e s s  is n o t  a p p a r e n t .  

I n  a d d i t i o n  t o  t h e  i m p r o v e m e n t s  n e e d e d  i n  g o v e r n m e n t  b u d g e -  

t a r y  processes a n d  i ts  i n t e g r a t i o n  w i t h  a c c o u n t i n g ,  t h e  a c c o u n t i n g  

s y s t e i n s  t h e m s c l v c s - - t h e  s e c o n d  major a r e a  i n  t h e  g o v e r n m e n t  f i n a n -  

c i a l  m a n a g e m e n t  c y c l e - - n e e d  t o  be improved.  I b e l i e v e  w e  w o u l d  

a l l  agree t h a t  t h e  c u r r e n t  c o n c e r n  w i t h  a c c o u n t i n g  is u n p r c c e d e n -  

t e d .  A t i d a l  wave  oE c r i t i c i sm of  f i n a n c i a l  a c c o u n t i n g  and re- 

p o r t i n g  e n g u l f e d  t h e  f i n a n c i a l  m a n a g e m e n t  a r e n a  i n  t h e  p r i v a t e  

sector a s  a r e s u l t  o f  a s e r i e s  of e v e n t s  b e g i n n i n g  i n  t h e  l a t e  

1 9 6 0 ' s .  T h e  1 9 7 5  New York C i t y  f i s c a l  c r i s i s  d i d  t h e  same f o r  t h e  
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qovcrnincn I: SCC kor , and h a s  prompted c E f o r t s  to d e v e l o p  sound 

accounting and reporting systems. 

The manager's job, basically, is to achieve goals at the 

least practicable cost, to make the best possible use of the re- 

sources entrusted to him or her ,  and to stay within spending and 

other limitations. To do this, managers need timely, complete, 

a n d  accura te  inforinakion on such thinqs as: 

--legal limits and resources, 

--obligations and costs incurred and their relationship 

to budgeted amounts, 

--work goals achieved and their costs, 

--the degree to which work goals are met, and 

- - o p p o r t u n i t i e s  to a c h i e v e  goals at a lower cos t .  

To be useful, the information must be tailored to the needs 

of t h e  managers at different levels in the organizational hierar- 

chy. This is where the accounting system comes into play. It 

should serve the information needs of each level by isolating par- 

ticular information so that each manager is not burdened with 

extraneous informakion. 

Reviews of accounting systems in operation have shown that 

many systems are not providing this information and a r e  not oper- 

ating as intended. The solution to these prob1e:ns is one of the 

greatest opportunities for us to improve government financial 

management. 
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I n t e r n a l  controls  a rc  another  a r e a  i n  w h i c h  we a l l  have a 

g r e a t  d e a l  of e x p e r t i s e  a n d ,  t h e r e f o r e ,  c a n  make a n o t a b l e  c o n t r i -  

b u t i o n  to i lnproved  f i n a n c i a l  managemen t .  One r e a s o n  a c c o u n t i n g  

systems d o  n o t  f u n c t i o n  a s  i n t e n d e d  is t h e i r  l a c k  of g o o d  i n t e r n a l  

c o n t r o l s .  A d e q u a t e  i n t e r n a l  c o n t r o l s  f o r m  t h e  c o r n e r s t o n e  of a 

g o o d  a c c o u n t i n g  s y s t e m ,  b u t  o n l y  r e c e n t l y  h a v e  t h e y  b e g u n  t o  

r e c e i v e  t h e  l o n g  o v e r d u e  a t t e n t i o n  t h e y  r i g h t f u l l y  d e s e r v e .  

Even t h o u g h  e f f e c t i v e  i n t e r n a l  c o n t r o l s  h a v e  b e e n  m a n d a t e d  by 

law f o r  f e d e r a l  a g e n c i e s  f o r  o v e r  3 0  years ,  t h e  e v e r - i n c r e a s i n g  

d i s c l o s u r e s  of f r a u d u l c n k  a c t i v i k i c s  a n d  i n e f f e c t i v e  manageincnt 

d e m o n s t r a t e  t h a t  t h e  f o c u s  o n  i n t e r n a l  con t ro l s  i n  t h e  F e d e r a l  

Governmen t  h a s  b e e n  i n a d e q u a t e  a t  b e s t .  F o r  example, a b r e a k d o w n  

i n  t h e  i n t e r n a l  c o n t r o l s  i n  t h e  F e d e r a l  E l e c t i o n  Commiss ion  re- 

sulted i n  t h e  e m b e z z l e m e n t  of $ 5 0 0 , 0 0 0  b y  a Commiss ion  e m p l o y e e .  

The  s e e m i n g l y  e n d l e s s  media disclosures of problems i n  t h e  pay inen t  

o f  soc ia l  s e c u r i t y  b e n e f i t s  a l s o  d e m o n s t r a t e  t h e  i n a d e q u a t e  f o c u s  

on i n t e r n a l  c o n t r o l s .  

We s t r o n g l y  s u p p o r t e d  t h e  e n a c t m e n t  of t h e  F e d e r a l  M a n a g e r ' s  

F i n a n c i a l  I n t e g r i t y  A c t  of 1 9 8 2  a s  t h e  n e c e s s a r y  v e h i c l e  to  b r i n g  

a b o u t  t h e  i m p r o v e m e n t  i n  i n t e r n a l  c o n t r o l s  a n d  s y s t e i i i s  t ha t  w i l l  

l e a d  t o  s o u n d  f i n a n c i a l  managemen t .  T h i s  l e g i s l a t i o n  r e q u i r e s  

e a c h  F e d e r a l  a g e n c y  t o  c o n d u c t  ongoj .ny  e v a l u a t i o n s  of t h e  a d e q u a c y  

of a l l  i t s  i n t e r n a l  a c c o u n t i n g  a n d  a d m i n i s t r a t i v e  c o n t r o l  s y s t e m s .  

T h e s e  e v a l u a t i o n s ,  c o n d u c t e d  a c c o r d i n g  to  OMB g u i d e l i n e s ,  w i l l  

d e t e r m i n e  w h e t h e r  t h e  a g e n c i e s '  i n t e r n a l  c o n t r o l  s y s t e m s  c o m p l y  

i 
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with t h e  stancic?rd.r; w h i c h  the CAO h a s  p rescr ibed .  T h e  l e g i s l a t i o n  

r e q u i r e s  the agency head t o  r e p o r t  annual ly  t o  the Prcsj.dent and 

the Congress on the  e f f e c t i v e n e s s  of the agency 's  i n t e r n a l  con- 

t r o l s  o r ,  i f  necessary,  o u t l i n e  a plan and a t imetable  for  

co r rec t ing  any con t ro l  wea~messcs.  

The InspecCors General a l s o  w i l l  p lay a s i g n i f i c a n t  r o l e  i n  

implementing t h e  l e g i s l a t i o n  because oE t h e i r  cont inuing responsi-  

b i l i t y  f o r  a s ses s ing  agency accounting and admin i s t r a t ive  c o n t r o l  

systems. Before the f i r s t  Of f i ce  of Inspec tor  General was c rea t ed  

i n  1976 a t  t h e  Department of Health,  Education, and Welfare, some 

agencies '  a u d i t  func t ions ,  i n c l u d i n g  t h e  agencies '  assessment of 

t h e i r  own accounting and admin i s t r a t ive  con t ro l  systems, were rel-  

a t i v e l y  weak. Since 1 9 7 6 ,  however, t h e  c r e a t i o n  of 18 s t a t u t o r y  

Of f i ces  of Inspec tor  General has r e s u l t e d  i n  a s i g n i f i c a n t  change 

i n  the  o rgan iza t iona l  placement and the a c t i v i t i e s  and responsi-  

b i l i t i e s  of f e d e r a l  agency a u d i t  ope ra t ions .  W e  expect  t h e  a s s i s -  

tance these o f f i c e s  g ive  t o  implementation of t h i s  new Act w i l l  

con t r ibu te  g r e a t l y  t o  improving i n t e r n a l  c o n t r o l s  i n  the  Federal  

Govcrnmen t , 

A n o t h e r  key clement i n  f i n a n c i a l  management n e e d i n g  a t t e n t i o n  

is sound f i n a n c i a l  report ing-- the incans  by which f i n a n c i a l  i n fo r -  

mation is communicated to  government o f f i c i a l s  and t h e  pub l i c  a s  a 

bas i s  f o r  making informed dec i s ions .  Es tab l i sh ing  and u s i n g  ac- 

counting p r i n c i p l e s  and s tandards  t h a t  e € f e c t i v e l y  communicate i n -  

formation concerning the economic resources  of each agency and t h e  

- 8 -  



.,' 

F e d e r a l  Governnen t  a s  a w h o l e  is one of t h e  most important issues 

f a c i n g  t o d a y ' s  f i n a n c i a l  manager. 

C u r r e n t l y ,  GAO is  i n  t h e  process of a n a l y z i n g  t h e  c u r r e n t  

p r i n c i p l e s  and  s t a n d a r d s  and r e v i s i n g  them w h e r e  n e c e s s a r y .  O u r  

o b j e c t i v e  i s  to d e t e r m i n e  w h a t  E i n a n c i a l  r e p o r t i n g  d i sc losures  

s h o u l d  b e  made, t o  whom t h e y  a p p l y ,  and w h e r e  t h e y  should be made 

a f t e r  we have s e r i o u s l y  considered the relevance, r e l i a b i l i t y ,  arid 

cos t l iness  of i n E o r m a t i o n .  

We see f e d e r a l  a c c o u n t i n g  and r e p o r t i n g  systems i n  t h e  n e x t  

d e c a d e  inoving i.n t h e  d i r e c t i o n  of " s t a n d a r d i z a t i o n . "  The word is 

not: new and s h o u l d  n o t  s u r p r i s e  u s .  

A s  e a r l y  a s  1 9 6 3 ,  t h e  d e s i r a b i l i t y  of s t a n d a r d  s y s t e m s  was 

r e c o g n i z e d .  I n  a l e t t e r  s e n t  to  the S e c r e t a r y  of Deiense, t h e  

C o m p t r o l l e r  General of t h e  U n i t e d  S t a t e s  s a i d  i n  p a r t  t h a t :  

"The  e s t a b l i s h m e n t  oE a un i fo rm m i l i t a r y  pay 

s y s t e m  i n  our o p i n i o n ,  c o u l d  be e x p e c t e d  to  s i m p l i f y  

and improve m a t e r i a l l y  t h e  a d m i n i s t r a t i o n  of m i l i t a r y  

pay and a l l o w a n c e s  i n  many ways,  i n c l u d i n g  e l i m i n a -  

t i o n  of t h e  m u l t i p l i c i t y  of i n d i v i d u a l  s e r v i c e  

r e g u l a t i o n s  ." 
U n f o r t u n a t e l y ,  the a d v i c e  was not heeded and  e a c h  of t h e  m i l i t a r y  

s e r v i c e s  was permitted t o  d e v e l o p  its own s y s t e m ,  c r e a t i n g  

problems which exist to this day. 

Over t h e  next s e v e r a l  y e a r s ,  t he re  were f u r t h e r  e f c o r t s  made 

to  e x p l o r e  the f e a s i b i l i t y  of s t a n d a r d i z i n g  c i v i l i a n  p a y r o l l  
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s y s t e m s .  U n f o r t u n a t e l y ,  t h e  a d v i c e  of t h e s e  s t u d i e s  was also n o t  

heeded .  

Now you  may s a y l  b u t  we h a v e  h e a r d  a l l  t h i s  b e f o r e ,  w h a t  

makes  you  t h i n k  s t a n d a r d i z a t i o n  e f f o r t s  w i l l  h a v e  a n y  more s u c c e s s  

t o d a y  t h a n  t h e y  d i d  i n  t h e  pas t ?  5: t h i n k  the  answer .lies i n  the 

f a c t  t h a t  f o r  t h e  f i r s t  time t h e  e f f o r t  is r e c e i v i n g  t h e  t o p  l e v e l  

s u p p o r t  necdctl Cor success tha t  w a s  l a c k i n g  i n  thc previous cf- 

f o r t s .  F o r  e x a m p l e ,  t h e  D e p a r t m e n t  of t h e  I n t e r i o r  r e c e n t l y  re- 

v i e w e d  i t s  separate p e r s o n n e l  a n d  p a y r o l l  s y s t e m s  a n d  h a s  t a k e n  

a c t i o n  t o  c o n s o l i d a t e  t h e  s y s t e m s  i n t o  o n e  s y s t e m  o v e r  t h e  n e x t  2 

t o  3 y e a r s .  The  D e p a r t m e n t  o f  Commerce is a l s o  c o n s o l i d a t i n g  f i v e  

of i ts separate a n d  i n d e p e n d e n t  p a y r q l l  systems i n t o  a s i n g l e  

s y s t e m .  

I f  I s o u n d  o p t i m i s t i c ,  i t  is because I am. The  s t a n d a r d i z a -  

t i o n  of o u r  n u m e r o u s ,  c o m p l e x ,  error p r o n e ,  a n d  c o s t l y  a c c o u n t i n g  

a n d  r e p o r t i n g  s y s t e m s  is a n  i d e a  w h o s e  time is r i g h t .  

A u d i t i n g  is a n o t h e r  major a rea  i n  w h i c h  w e  c a n  h e l p  b r i n g  

about n e e d e d  i m p r o v e m e n t  i n  f i n a n c i a l  managemen t .  I m p r o v e m e n t s  i n  

b u d g e t i n g ,  a c c o u n t i n g ,  a n d  f i n a n c i a l  r e p o r t i n g  w i l l  n o t  be effec- 

t i v e  w i t h o u t  a s s u r a n c e  t h a t  the management  systems a r e  w o r k i n g  a s  

i n t e n d e d  a n d  t h a t  f u l l  d i s c l o s u r e  w i l l  be made OE r e s u l t s  a t  a l l  

l e v e l s  of g o v e r n m e n t .  I b e l i e v e  t h e  e f f o r t s  of t h e  a u d i t i n g  com- 

m u n i t y  w i l l  e v o l v e  t o  a s y s t e m s  a p p r o a c h  a n d  adopt r e v i e w s  of a 

g o v e r n m e n t  o r g a n i z a t i o n  a s  a w h o l e ,  r a t h e r  t h a n  c o n c e n t r a t i n g  

s o l e l y  on  p r o g r a m m a t i c  issues or i n d i v i d u a l  a d m i n i s t r a t i v e  
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Inanaycinent a c t i v i t i e s .  The  u s e  oE s u c h  a n  a p p r o a c h  w i l l  h a v e  a 

t r e m e n d o u s  impact o n  u n d e r s t a n d i n g  a n d  e v a l u a t i n g  t h e  o v e r a l l  

e f f e c t i v e n e s s  of a n  a g e n c y ' s  f i n a n c i a l  managemen t ,  e s p e c i a l l y  as  

t i m e  passes  a n d  c o i n p u t e r  a p p l i c a t i o n s  w i d e n  i n  scope and 

management  becomes more a n d  more d e p e n d e n t  upon c o m p u t e r s .  

Any c o n s i d e r a t i o n  of f i n a n c i a l  management  w o u l d  be i n c o m p l e t e  

w i t h o u t  a c k n o w l e d g i n g  the v a s t  impact of c o m p u t e r s  b o t h  now a n d  i n  

the f u t u r e  o n  t h e  m a n n e r  i n  w h i c h  g o v e r n m e n t  c o n d u c t s  i ts b u s i -  

ness. W i d e s p r e a d  use o f  t h e  c o m p u t e r  is  r e v o l u t i o n i z i n g  f i n a n c i a l  

management  p a r t i c u l a r l y  i n t e r n a l  c o n t r o l  systems. 

Use oi computers is  i n c r e a s i n g  in v i r t u a l l y  e v e r y  f i n a n c i a l  

management  s y s t e m  i n  t h e  F e d e r e 1  Govern inen t .  The  microcomputer 

e x p l o s i o n  is a l r e a d y  d r a m a t i c a l l y  a f i e c t i n g  the way we c a p t u r e ,  

process,  s t o r e ,  a n d  use d a t a .  SJhcre a r e  w e  h e a d i n g ?  Some f u t u r -  

is ts  t h i n k  we a rc  h e a d i n g  for  t h e  s o - c a l l . c d  "paper less  s o c i e t y . "  

The  f e a s i b i l i t y  of t h e  pape r l e s s  s o c i e t y  h a s  b e e n  demon- 

s t r a t e d .  The  c o n c e p t  i n t e g r a t e s  v a r i o u s  t e c h n o l o g i e s  s u c h  a s  

m a i n f r a m e s ,  m i n i c o m p u t e r s ,  word processors, p e r s o n a l  computers, 

e l e c t r o n i c  m a i l ,  a n d  e l e c t r o n i c  f u n d  t r a n s f e r s ,  and t e l c c o m i n u n i c a -  

t i o n  w h e r e  o p e r a t i o n s  a r e  g e o g r a p h i c a l l y  d i s p e r s e d .  O b v i o u s l y ,  

t h e r e  is a g r e a t  d e a l  of d i f f e r e n c e  b e t w e e n  h a v i n g  d e m o n s t r a t e d  

t h e  f e a s i b i l i t y  a n d  h a v i n g  w i d e s p r e a d  a c c e p t a n c e  a n d  usage. I 

s u s p e c t  that there w i l l  be a n  e v o l u t i o n a r y  t r e n d  rather t h a n  a 

r e v o l u t i o n a r y  move t o w a r d  t h a t  g o a l .  The  important p o i n t ,  i n  my 

o p i n i o n ,  i s  t h a t  computers w i l l .  impact d r a i n a t i c a l l y  upon f u t u r e  
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f i n a n c i a l  managemen t  a n d  b r i n g  a b o u t  a c h a n g e  i n  t h e  s k i l l s  a n d  

a t t i t u d e s  r e q u i r e d  of u s  a s  m a n a g e r s .  

T h e  f i r s t  l a r g e - s c a l e  g e n e r a l  p u r p o s e  e l e c t r o n i c  d a t a  proces- 

s i n g  c o m p u t e r  s y s t e m  i n  t h e  U n i t e d  S t a t e s  was d e l i v e r e d  t o  t h e  

B u r e a u  of t h e  C e n s u s  i n  1 9 5 1 .  S i n c e  t h e n ,  t h e r e  has been n o  slow- 

down i n  t h e  rate of c h a n g e  a n d  t h e r e  i s  no r e a s o n  t o  b e l i e v e  t h a t  

w e  w i l l  n o t  cor i t inuc to  h a v e  rap id  c h a n g e  i n  equipment c a p a b i l i -  

t i e s  a n d  i n  t h e  s t r a t e g i e s  f o r  u s i n g  t h a t  e q u i p m e n t .  T h e r e  i s  

a l so  no reason t o  b e l i e v e  t h a t  t h e  o p p o r t u n i t i e s  f o r  i n c r e a s e d  

c a p a b i l i t i e s  a n d  p r o d u c t i v i t y  w i l l  n o t  be accompanied by p o t e n t i a l  

problem areas  i f  we a re  n o t  a l e r t .  F o r  e x a m p l e ,  t h e  news m e d i a  

r e c e n t l y  d i s c l o s e d  t h a t  a y o u n g  inan was a b l e  t o  o b t a i n  e n t r y  i n t o  

o n e  of t h e  critical s y s t e m s  i n  the h e a r t  O C  t h e  n a t i o n ' s  premier 

c a n c e r  t r e a t m e n t  a n d  r e s e a r c h  c e n t e r  by u s i n g  s imple t r i a l  a n d  

error t e c h n i q u e s .  U s i n g  t h e  same simple p r o c e d u r e ,  a h a l f - d o z e n  

people g a i n e d  access t o  p e r h a p s  a s  inany a s  60  computers t h i s  

suminer i n c l u d i n g  ones a t  t h e  n u c l e a r  l abora tory  i n  Los Alamos, a 

b a n k  i n  Los A n g a l e s ,  a n d  a c e m e n t  company  i n  C a n a d a .  

T h e s e  exarnples d e m o n s t r a t e  t h a t  t h e  n e e d  f o r  more t h o r o u g h  

i n t e r n a l  c o n t r o l s  w i l l  c o n t i n u e  i f  n o t  a cce l e ra t e ,  i n  i m p o r t a n c e  

as  c o i n p u t a r  t e c h n o l o g y  a d v a n c e s .  J u s t  a s  t h e  widespread u s e  of 

c o m p u t e r s  i n  t h e  p a s t  t w o  d e c a d e s  r e s h a p e d  o u r  t h i n k i n g  o€ t r ad i -  

t i o n a l  i n t e r n a l  c o n t r o l s ,  we m u s t  now a d j u s t  our t h i n k i n g  and t o  

r e f i n e  o u r  t e c h n i q u e s  f o r  c o n t r o l l i n g  systems w h i c h  w i l l  i n t e -  

g r a t e  v a r i o u s  t e c h n o l o g i e s  a n d  w h i c h ,  i n  many cases ,  be w i d e l y  

d i s p e r s e d .  I f  t h a t  was n o t  d i f f i c u l t  e n o u g h ,  many of t h e  sys t ems  
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i n  the 1 3 9 0 1 s  w i l l .  no t  h a v e  a "paper a u d i t  t r a i l . "  ' r a k i n g  

a d v a n t a g e  of t h e  r a p i d l y  e x p a n d i n g  computer t e c h n o l o g y  w h i l e  

k e e p i n g  i t  u n d e r  proper c o n t r o l  is t h e  c h a l l e n g e  w h i c h  w e  a l l  

f a c e .  

T h e  a t t e n t i o n  b e i n g  g i v e n  to  i i n p r o v i n q  b u d g e t i n g  a s  w e l l  a s  

f i n a n c i a l  a c c o u n t i n g  a n d  r e p o r t i n g  a s  wel l  as  t h e  e m p h a s i s  f i n a l l y  

be ing  p l a c e d  on i n t e r n a l  c o n t r o l s  a:; e v i d e n c e d  h y  thc r e c e n t  pas- 

sage o f  t h e  Federa l  M a n a g e r ' s  F i n a n c i a l  I n t e g r i t y  Act o f  1 9 8 2 ,  is 

a n  i m p o r t a n t  s t e p  t o w a r d  i m p r o v i n g  t h e  management  of t h e  Federal  

G o v e r n m e n t .  O t h e r  e f f o r t s  have  b e e n  p u t  f o r t h  to  s t u d y  w h a t  o t h e r  

measures c a n  a n d  s h o u l d  be t a k e n  t o  b r i n g  a b o u t  i m p r o v e m e n t .  F o r  

e x a m p l e ,  t h e  P r e s i d e n t ' s  P r i v a t e  Sector Survey of Cost C o n t r o l  h a s  

s t u d i e d  many of the problems I h a v e  d i s c u s s e d  h e r e  t o d a y .  I n  ad- 

d i t i o n ,  t h e  Reagan  A d m i n i s t r a t i o n  is  u n d e r t a k i n g  a m u l t i p h a s e d  

management  eEEort u n d e r  Refo rm 88 w h i c h  w i l l  a d d r e s s ,  a s  o n e  o f  

i t s  fou r  p r i n c i p l e  c o n c e r n s ,  f e d e r a l  b u d g e t  a n d  f i n a n c i a l  

managernen t s y s t e m s ,  

T h e s e  s t u d i e s  show t h a t  t h e  l e v e l  of i n t e r e s t  i n  i m p r o v i n g  

g o v e r n m e n t  f i n a n c i a l  management  is h i g h .  When d e v e l o p i n g  the i r  

proposal  f o r  n e e d e d  i m p r o v e m e n t s ,  i t  i s  my b e l i e f  t h a t  t h e s e  

g r o u p s ,  a s  w e l l  a s  you a n d  I ,  s h o u l d  c o n s i d e r  s e v e r a l  o t h e r  

issues. T h e s e  i s sues  i n c l u d e  t h e  n e e d  to: 

- - c o n s o l i d a t e  t h e  Federa l  G o v e r n m e n t ' s  a c c o u n t i n g  i n t o  

s e v e r a l  major a c c o u n t i n g  a n d  f i n a n c e  c e n t e r s ;  
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--establish a much e n h a n c e d  a n d  s t r o n g e r  c e n t r a l  

E i n a n c i a l  m a n a g e m e n t  f u n c t i o n  i n  t h e  e x e c u t i v e  b r a n c l  

t h a t  w o u l d  be r e s p o n s i b l e  €or k e e p i n g  t h e  c e n t r a l  

books of a c c o u n t ;  

- - c o n t i n u e  e f f o r t s  to  deve lop  c o n s o l i d a t e d  f i n a n c i a l  

s ta tements  f o r  t h e  F e d e r a l  G o v e r n m e n t ,  w h i c h  w i l l  

require good a c c o u n t i n g  a t  the a g e n c y  a c c o u n t i n g  

c e n t e r s  a n d  t h e  proper f low of i n f o r i n a t i o n  t o  t h e  

c e n t r a l  a c c o u n t i n g  f u n c t i o n ;  and 

- - i n  t h e  Long r u n ,  p e r f o r m  a n  a n n u a l  f i n a n c i a l  a u d i t  of 

t h e  F e d e r a l  G o v e r n m e n t  , 

I f  t h e  n e e d e d  i m p r o v e m e n t s  a r e  made t o  t h e  Federa l  Govern- 

m e n t ' s  f i n a n c i a l  m a n a g e m e n t ,  I b e l i e v e  a n  a n n u a l  f i n a n c i a l  a u d i t  

of the  Federal  G o v e r n m e n t  m i g h t  be b o t h  d e s i r a b l e  a n d  e c o n o m i c a l ,  

If we cou ld  e v e r  h a v e  1 0  t o  1 5  major a c c o u n t i n g  a n d  f i n a n c e  c e n -  

t e r s  o p e r a t i n g  o n  a s t a n d a r d  system according to Cornptm.l.ler 

G e n e r a l  a c c o u n t i n g  s t a n d a r d s  a n d  a proper f l o w  of f i n a n c i a l  d a t a  

t o  a c e n t r a l  a c c o u n t i n g  f u n c t i o n ,  t h e n  w e  m i g h t  be r eady  t o  have  

a n  a n n u a l  a u d i t  of  t h e  f i n a n c i a l  records a n d  s t a t e i n c n t s  o f  the 

F e d e r a l  G o v e r n m e n t .  I s u p p o r t  t h e  c o n c e p t  of a n n u a l  a u d i t  oE c o n -  

s o l i d a t e d  s t a t e m e n t s  fo r  two b a s i c  r e a s o n s .  F i r s t ,  I t h i n k  t h e  

d i s c i p l i n e  oE a n n u a l  statements w o u l d  be b e n e f i c i a l  a n d  b r i n g  

pressure t o  m a n a g e r s  a t  t h e  a g e n c y  l e v e l  t o  e n s u r e  t h a t  sys t ems  

a rc  a d e q u a t e  t o  p r o v i d e  accurate  a n d  r e l i a b l e  da t a  to  t h e  c e n t r a l  

u n i t ,  Secondly, i f  w e  h a d  a c c u r a t e  and r e l i a b l e  d a t a  a v a i l a b l e ,  
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inanacjc:rs c o u l d  tic recliiirecl Lo use d a t a  i n  the dccisionmaltinq pro- 

ces s  and performance could a c t u a l l y  be measured i n  terms of 

accomplishment based on t h a t  d a t a .  

Although I recognize t h a t  i t  w i l l  be sometime before an an- 

nual a u d i t  can he done e f f i c i e n t l y ,  we need t o  s t a r t  moving now. 

The  accomplishment of t h i s  goal  w i l l  r equ i r e  a s u b s t a n t i a l  person- 

nel and system investment and support a t  the h ighes t  l e v e l s  oE 

government w i l l  be v i t a l .  W i t h  this support  and our mutual 

e f E o r t s ,  we w i l l  u l t ima te ly  achieve what we a l l  want--improved 

f i n a n c i a l  management i n  the  Federal  Government. 

T h e  f i n a l  t op ic  I would l i k e  t o  address  is the need f o r  

l eade r sh ip .  The achievement of long-term improvements i n  f inan-  

c i a l  management w i l l  be l a r g e l y  dependent upon the  a v a i l a b i l i t y  oE 

l eade r sh ip  and q u a l i f i e d  s t a f f .  

For example, one of the major i s sues  is the role  of the 

Ass i s t an t  Secre ta ry  for  Management and B u d g e t .  Agencies have con- 

s t a n t l y  changed the  r o l e  and r e s p o n s i b i l i t y  of t h i s  p o s i t i o n  w h i c h  

is  comparable t o  a Chief F inancia l  Off ice  i n  a s t a t e ,  o r  c i t y ,  o r  

i n  o n e  O L  our l a r g e r  corpora t ions .  R u t  h i s t o r y  s h o w s  a v a r i e t y  oE 

assigned r e s p o n s i b i l i t i e s  t o  t h e  Ass i s t an t  Secre ta ry  p o s i t i o n ,  

sometimes w i t h  the  worst case being t h e  s epa ra t ion  of t h e  account- 

ing and b u d g e t  func t ions .  I f  progress is t o  be made, this key  

pos i t i on  m u s t  be c l a r i f i e d  and made s t a b l e  so t h a t  a c c o u n t a b i l i t y  

can be c l e a r l y  assigned.  
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of c o u r s e  o n e  p e r s o n  a t  t h e  t op  c a n n o t  do i t  a l l .  T h e r e  m u s t  

a l s o  be s u f f i c i e n t  n u m b e r s  o f  h i g h l y  q u a l i f i e d  p r o f e s s i o n a l  career  

s e r v i c e  persons a t  a l l  l e v e l s  w i t h i n  t h e  f i n a n c i a l  management  or- 

g a n i z a t i o n .  O b t a i n i n g  h i g h l y  q u a l i E i e d  s t a f f  w i l l  be p a r t i c u l a r l y  

d i f f i c u l t  i n  time of b u d g e t a r y  pressure t o  trim or  e l i m i n a t e  

i m p o r t a n t  t r a i n i n g  programs, I t  will be compounded i n  t h e  f u t u r e  

by t h e  more s o p h i s t i c a t e d  A D P  s l c i l l s  r e q u i r e d  to perform soine of 

t h e  simpler t a s k s .  We m u s t  meet t h e s e  c h a l l e n g e s  i f  t h e  major 

p r o b l e m s  i n  f i n a n c i a l  management  a r e  t o  be r e s o l v e d .  

We i i i  GAO h a v e  a c c e p t e d  t h i s  c h a l l e n g e .  F o r  example, w e  are 

d e v e l o p i n g  an i m p r o v e d  t r a i n i n g  program to u p g r a d e  s t a f f  s l c i l l s  i n  

u s i n g  a n d  a u d i t i n g  w i t h  computers. I c a n n o t  o v e r s t a t e  how impor- 

t a n t  it is t h a t  f i n a n c i a l  m a n a g e r s  keep  abreast  of the t r e inc t idous  

d e v e l o p m e n t  a n d  g r o w t h  of c o m p u t e r - a s s i s t e d  o p e r a t i o n s .  W e  m u s t  

a l s o  h a v e  a d e q u a t e l y  t r a i n e d  s t a f f  t o  cope w i t h  t h e  p o t e n t i a l  for  

i n e f f e c t i v e  and i n e f f i c i e n t  u s e  of a d v a n c e d  d a t a  p r o c e s s i n g  

systems Q 

I n  c o n c l u s i o n ,  l e t  me a g a i n  s t a t e  t h a t  t h e  n e e d  t o  restore 

p u b l i c  c o n f i d e n c e  i n  g o v e r n i n e n t  is  a p r e s s i n g  mat te r  c o n E r o n t i n g  

a l l  o €  u s  t o d a y  and  t h a t  t h e  p r o b l e m s  to be r e s o l v e d  t o  ineet t h a t  

n e e d  are  f a r  inarc coinplex t h a n  a t  a n y  o t h e r  time i n  h i s t o r y .  I n  

t h e  p a s t ,  good E i n a n c i a l  management  was c e r t a i n l y  d e s i r a b l e .  

Today I t h i n k  i t  i s  e s s e n t i a l  a n d  w i l l  r e m a i n  so i n  t h e  f u t u r e .  

I t  is  clear t h a t  w e  c a n  p l a y  a major role i n  t h i s  g r ea t  c h a l -  

l e n g e ,  Some o f  y o u  will b e  c a l l e d  upon t o  perform a u d i t s ,  some t o  
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d e s i g n  t h e  accounting a n d  r e p o r t i n g  syskelns,  sonie t o  implement the 

systems, and o thers  t o  provide management d i r e c t i o n .  A l l  of you-- 

e i t h e r  d i r e c t l y  o r  indirect ly--can become involved i n  t h e  cha l l ege  

of responding t o  the coun t ry ' s  need for  e f f i c i e n t ,  e f f e c t i v e ,  and 

economic u s e  of government resources .  You a r e  i n  an advantageous 

p o s i t i o n  t o  move t h i s  goal  forward because of t h e  p ro fes s iona l  

ski1.l.s and c r e d e n t i a l s  which you possess. Y o u r  active park ic ipa-  

t i o n  and l eade r sh ip  is needed, Together we can provide the f inan-  

c i a l  management information and systems t h e  pub l i c  deserves .  To- 

ge the r  we can make g r e a t  progress  as  we move through the 1 9 8 0 ' s  

and i n t o  the 1 9 9 0 ' s .  
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